ABSTRACT
INTRODUCTION
he question of earnings quality -not just in terms of measurement, but also in terms of their usefuland uselessness -has been at the forefront of academic interest for over 50 years. So far myriad proxies for earnings quality have been identified, including (but not limited to) measures based on earnings attributes, such as persistence, smoothness and timeliness. In this context, a stream of accounting literature is focused on earnings shifts motivated by small earnings increases and small loss avoidance (see e.g. Burgstahler ) or earnings shifts are tested on whole population, not by companies' sizes (Garrod et al., 2007) . Since micro and small companies are more often forced to adapt to external environment determinants (constraints), such as increasingly denied access to external financial resources in financial crisis, they are more motivated to earnings shifts not only for tax reasons (as documented by Garrod et el., 2008) but to appear financially sounder as they truly are, too.
Addressing the issue of small loss avoidance of Slovenian micro, small and medium-sized enterprises (now on SMEs) this paper builds on the work by Burgstahler and Dichev (1997) (Wilcoxon, 1945) on sub-samples of micro, small, medium-sized and large companies controlled for their capital structure in order to determine whether indebtedness impacts earnings shifts.
Second, while most of studies exclude micro, small and medium sized enterprises (now on denoted as SMEs) from their analysis, our extension of Burgstahler and Dichev's (1997) approach tests precisely this enterprise population, since it represents a vast majority of the whole business population in almost any country (over 90 per cent in Slovenia), and we believe such an important segment of the population should not be discarded as irrelevant, which is a common practice in the accounting literature. In addition, there is many anecdotal evidence that SMEs are the prime victims of the so called "credit crunch", especially in times of financial crisis (European Commission, 2009), which further raises the question how limited access to finance and increasing financing costs affected earnings shifts in this segment of companies.
BURGSTAHLER AND DICHEV'S DISTRIBUTION OF EARNINGS APPROACH
Burgstahler and Dichev's (1997) distribution of earnings approach is based on Hayn (1995) findings that firms' ability to report losses is limited as their shareholders hold a liquidation option. In this regard Burgstahler and Dichev (1997) hypothesize (and find) that earnings (scaled by company's market value) are managed to avoid earnings decreases by testing the statistical significance of distribution of earnings' smoothness around zero.
Although Burgstahler and Dichev's (1997) distribution of earnings approach is widely used as an evidence of earnings management due to its simplicity, this approach has proven to be very limited in providing solid evidence that kinks in earnings distribution represent true earnings manipulation (Dechow et al., 2010) . In this regard Beaver et al. (2007) urge for caution "in interpreting a discontinuity in the earnings distribution as evidence of earnings management", since some of the discontinuity can be attributable to true events, such as differential tax treatment, special items or presence of financial assets (Dechow et al., 2003) . To determine whether discontinuity in the earnings distribution can be accredited to those reasons (and not true earnings management) we additionally perform a non-parametric Wilcoxon matched-pairs signed-ranks test (Wilcoxon, 1945) : by quartiles we test medians of companies' income before income taxes (to exclude different tax positions of companies) and operating income (to control for financial assets and financial liabilities, also) whether they are the same. We apply this test on companies' quartiles (from more to less indebted companies) across various company sizes, since -according to Garrod et el. (2008) and Sweeney (1994) -indebted firms tend to report higher earnings.
SLOVENIAN FINANCIAL SYSTEM AND ACCESS TO FINANCE
Following the German-based financial system the banking sector in Slovenia is the main financial vehicle for all companies: according to the Bank of Slovenia (2011) the banking sector had a 99.1 per cent share in the Slovenian financial market at the end of 2010 and total bank loans to the Slovenian business sector amounted to 38.9 billion EUR or about 59.3 per cent of all bank loans to non-banking sector (Bank of Slovenia, 2010). Not surprisingly, the 2008 global financial crisis had a devastating impact on the Slovene banking and its lending to nonfinancial institutions, which manifested itself in a severe downturn of loans to the private sector 4 . According to the Bank of Slovenia (2011) main reasons for decline in corporate loans were "high corporate indebtedness and the related low creditworthiness, the rising cost of loan collateral and the maintenance of high premiums over reference interest rates".
Given the dominance of the banking sector as the primary source of external funding and as a member of the Eurozone, which requires corporate financial statements according to IFRS or Slovenian accounting standards closely aligned with IFRS, Slovenia provides an ideal setting for the study of the impact of the 2008 financial and economic crisis on the earnings distribution. This especially applies since access to finance is the most problematic impediment to doing business in Slovenia according to various international studies (e.g. World Economic Forum, 2011; World Bank, 2011). Beck, Demirgüç-Kunt & Maksimovic's (2008) 5 even estimate the average Slovenian company's share of external financing is merely 38.55 per cent (compared to e.g. Estonia: 60.14 per cent; Italy: 77.71 per cent and Poland: 58.60 per cent). All these international benchmarks indicate a highly impaired access to financial resources in Slovenia, which could have profound implications for earnings quality of Slovenian companies.
4.
DATA AND METHODOLOGY
Data source and sample
Each Slovenian company, regardless of its size, has to file an annual financial statement to the Agency of the Republic of Slovenia for Public Legal Records and Related Services (AJPES), in order to meet the legal requirement of a public presentation of their business performance, as well as for tax and statistical purposes. As the nature of non-profit organizations and financial companies significantly differs from the rest of the companies, we excluded them from our analysis. Our sample, obtained from the AJPES, therefore consist of all non-financial, profit oriented companies registered in Slovenia to conduct business between 2008 and 2010. Due to earnings scaling insolvent companies (companies with negative equity) were omitted from our analyses, too.
According to Table 1 almost all companies in Slovenia (99% per cent) are SMEs 6 . In the period 2008-2010 the total number of companies increased by 7.2 per cent, but only due to rapid establishment of new micro companies. On the other hand, and in the light of the current financial and economic crisis, the number of mediumsized and large companies decreased partly due to shrinking business volume (e.g. companies moved to lower size classes) or even bankruptcy (Mörec & Rašković, 2011). 
Descriptive statistics
Based on the breakdown of descriptive statistics across various company size groups in Table 2 the biggest decrease in EBIT (scaled by current period sales, since market value of SME companies is generally not available 7 ) can be observed among micro companies. Similar observations can also be made for the decreases in net income across the four company size groups. http://www.cluteinstitute.com/ © 2012 The Clute Institute Descriptive statistics also indicate that between sample (company sizes) and within sample heterogeneity is an important underlying feature of the data: the highest standard deviations have the sub sample of micro companies, followed by sub sample of large companies. Since sub sample of micro companies includes barely established companies as well as fully active enterprises, high variability is expected and it further draws attention to careful statistical treatment of the sample. (2006), GRPV statistics more robust in highly variable small sample settings as it doesn't require a normal distribution assumption 8 . Consequently, this statistics is more suitable for testing our medium and large companies' subsamples. If discontinuity at zero exists (GRPV gives statistically significant result), we assume earnings shifts exist. Since distribution smoothness is also dependent on bin's width we determine interval's width by Sturges's rule and Freedman-Diaconis formula (Scott, 1992) to avoid artificial over-or under-smoothness (Hyndman, 1995) .
Since some of the discontinuity can be attributable to true events, so we apply non-parametric Wilcoxon matched-pairs signed-ranks test (Wilcoxon, 1945) , additionally: by quartiles we test medians of companies' income before income taxes (to exclude different tax positions of companies) and operating income (to control for financial assets and financial liabilities, also) whether they are the same. We apply this test on companies' quartiles (from more to less indebted companies) across various company sizes, since -according to Garrod et el. (2008) and Sweeney (1994) -indebted firms tend to report higher earnings.
RESULTS
Based on the descriptive statistics (Tables 1 and 2 ), we turn our attention to distribution of net earnings and operating earnings (both scaled by beginning of the period assets) across different company sizes over 2008-2010 period. Figures 1 and 2 provide the results as follows. Figure 1 shows distribution of net income and operating earnings over 2008-2010 period. Figure 2 shows same distributions for large companies 9 .
As can be seen from the distribution of net earnings across time and over different companies size groups, discontinuity around zero exist across time and over different companies' size groups. However, this is less the case in the distribution of operating earnings. Clearly, companies improve (in case of operating losses making companies) or deteriorate (in case of operating profit making companies) with their a) investment and financing activity and/or b) special items. In the setting of highly impaired access to finance and increasing financing costs the ability to improve earnings by investment/financing activity seem unlikely, especially since distributions show micro and small companies are equally inclined towards earnings shifts compared to medium sized and large companies which generally have more financial assets.
In order to test whether loss making companies truly have superior financial expertise, we performed a nonparametric Wilcoxon matched-pairs signed-ranks test on sub-samples of micro, small, medium-sized and large companies across all three years (see Table 3 ). Looking at the results of Wilcoxon test, lowest quartile companies (operating loss making companies) by companies' sizes, micro and small companies increase earnings by their investment/financing activity and special items (statistically significant higher number of income increasing than income decreasing companies). This activity is statistically significant even when we restrict the sample to companies with higher level of financial liabilities compared to financial assets (indebted companies). Given the current highly hampered setting, growing cost of finance, decreasing deposit interest rate and financial assets impairments these results are striking particularly in the light of medium sized and large companies. Namely, indebted large companies are not able to shift earnings upwards by financing income and/or special items. On the contrary, in 2010 financing income of indebted medium sized and large companies only worsened their operating results. http://www.cluteinstitute.com/ © 2012 The Clute Institute 
METHODOLOGICAL IMPLICATIONS AND LIMITATIONS
If companies intentionally manage earnings in some predetermined direction, this impacts distribution of earnings. However, distribution alone is not sufficient proof of earnings management, since company's tax status, special items and presence of financial assets (Dechow et al., 2003) can shift earnings, too. Thus, this analysis gives no evidence that micro and small companies manage financial income on purpose. On the other hand, it also doesn't provide any evidence that micro and small companies truly achieved superior financial income performance compared to medium sized and large companies. However, it demonstrates operating loss making micro and small companies are reporting statistically significant higher financing income compared to operating loss making medium and large companies.
Burgstahler and Dichev's (1997) earnings distribution approach is a useful and simple tool for rough estimation of events, related to earnings shifts, which are worthwhile to be studied by other analytical methods of earnings manipulation detection. By comparing distributions of different income statement items (net income, operating income, income before taxes, income before taxes and special items) and by employing different scaling technics (scaling by assets, sales, company's market value) in the same setting (country or industry), interesting phenomena like superior financial performance of otherwise loss making micro and small companies in the extreme environment with severely impaired access to financial resources like Slovenia can be extracted.
CONCLUSION
The purpose of this paper was to analyze the impact of financial crisis on distribution of earnings by various companies' sizes in a setting with severely impaired access to financial resource. Burgstahler and Dichev's (1997) cross-sectional distribution of earnings approach gives a fairly good insight also within the 2008-2010 crisis and shows statistically significant discontinuity of net earnings' distribution around zero.
Finally, more precise study of earnings distribution by various companies' sizes shows that earnings shifts occur more often among micro and small companies than medium sized and large companies, and despite of limited access to finance, rising funding costs and decreasing investment returns, micro and small companies making operating loss are recognizing statistically significant higher financing income compared to profit making micro and small companies and loss making medium sized and large companies.
